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YUGOSLAV ECONOMIC STABILITY: Adjustment to Foreign 
Ecsonanie Aid Reduction and Withdraval 


To the Neceasity for Adjustuent 
In the light of present and prospective tripartite policy with respect 


te econanic aid to bo! tugoslayes; the Yugoslav econoay will face the need of 
adjusting to two serious problems in the field of foreign econanic relations 


_ during the next few years. The first of these is a sharp reduction in 


foreign economic aid available in fiscal years 1953-5, and 195h<-55, as 
Seasatwe te earller years y and possibly ae withdrawal of all economic 
aid ‘hereafter. The second preblea is the heavy burden of debts te be 
serviced during ‘this period, 
orsign Economic Aid 

in evaluating the effect which the reduction an eventual xd thdrawal 
of tripartite economic aid would have on the Yugoslav econony, it is vseful 
te review the economic situation in Yugoslavia when aid was initiated in 
late 1950, the volume of that aid up to the present time, and the contri= 
bution which it has thus far made te Yugoslav eccnonie stability. | 

Following the break with the USSR in 1948, Yugoslavia was approaching 
an econonie crisis, which wes hastened ‘by the serious drought in 1950, -Th 
crisis was due largely to the two major goals of Yugoslav. policy following 
the Cominform break, They were, on the ene hand, the building wp of a 
defense establishment capable of deterring the Soviet aed satellite states 


from aggresglon, and, on the other hand, the carrying throagh . of an invest- 
ment Ee intended te establish the econanic: Independence « of Yugoslav, 


Approved For Release 20@#88?2R-BtR-RDP92B01090R000300020034-6 — 


=f 
Approved For Release spot/Oeie1- CIA-RDP92B01090R000300020034- 
In the period between the break with the Cominform and the receipt of grant 


aid from the Best, which began in early 1951, the Yugoslav Savécomaat maine 
tained the numerical strength of its already large armed forces, although 
4% was unable to improve ite equipment and materiel during this period. 
| In order to maintain the army and continus investments according to 
the Five Year Plan, (originally 19k7~52) the government attempted to meat 
the import neede by dnereasing exports te the highest peasible level. The 
difficulties encountered in finding sufficient export surpluses and 
developing new export markets necessitated further meanuress gold and 
foreign exchange reserves were drawn down from $59 million in the middle 
of 19k6 to $17.5 million at the beginning of 1950 and trade agreement swing 
credita were utilized to the limit and beyond and were employed on what 
became in effect a long-term credit basis amounting to $5), million at the 
end of 1950. In addition, the government was able to obtain credits fron 
foreign governnents and private banks equal to slightly less than $200 
million by the end of 1950. Some of these credits wre granted by Western 
‘European countries eager to gain and regain export markets for their reviving 
héavy industries. All these measures were designed to permit down-payments 
on long-term contracts for capital goods and immadiate payments for raw | 
materials and certain types of easily obtainable capital goods. (Ses Section 
IC for discussion of the effects of these measures on the Yugoslav balance 
ef payments in these years. ) 
Tius, plans and actual long-term preparations involving comuitaents of 
funds abroad, in the form of contracts and initial finaneing, teok place 
with reference not only to defense but also to investment before United 
States drought relief and then tripartite economic aid were begun. As & 
result of the long-term preparations associated with their accomplishment, 
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two major sectors of the economy =~ defense and investment ~— had already 
assumed large and somewhat rigid proportions before this aid began, and 
thus circumscribed somewhat the influence the tripartite powers were able 
to exert on the Yugoslav economy, directly or indirectly through the aid. | 

1, Volume and Importance of Foreign Economic Aid 

Large-scale grant aid to Yugoslavia by the Vest began when that 
country, struggling to reortent its trade as a result of the Cominform 
blockade, experienced a serious drought in the sumer of 1950. Yugo@lavia 
turned to the West for help, which was extended with the aim of maintaining 
an economy capable of withstanding Soviet pressure. ‘the United States 
granted about $65 million of Emergency Relief Assistance and United States 
voluntary reliof organizations distributed about $25 million of United 
States Government surplus food stocks. Most of this aid waa delivered to 
Yugoslavia in the first half of 1951. 

During the first monthe of 1951 it became evident that the Yugoslav 
economy had reached a critical stage in respect to raw materials and the 
United States Governasnt extended $29 million of aid from MDAP funds for 
the purchase of raw materials. ‘In the late spring of 1951, the United 
States, United Kingdom and France met in London to study Yugoslavia‘s 
overall econanie situation and to deterinine how they might best promote 
their interests in Yugoslavia. 

The most ‘important reason for the granting ‘of economic aid to 
Yugoslavia by the West. was to assure the viability and independence of 
Yugoslavia from the Soviet Blos in order to assure access +o Yugoslavia 
in tims of war without having to assault it, while at the same tim denying 


to the Kremlin its physical possession and control. This aid was extended 


Approved For Release zoo febrero RDP92B01090R000300020034- 6 


Approved For Release 2001/08/$+E-QARRIBRD 2B01090R000300020034-6 


geqomecoy ess fT 

sane pest oq 04 £TSXTT ore Lem yoTua ut reed TBOSTS ; 

oy onp “yeBret st STAs, I xeuuy Ut Seo} pire OTIS} sTIQ ut samy 

7 | | : gunp UT pemreape UOTTTTE STS sepnjour °f 
cei *¢g6T oune 


jou seog °¢€S6T LON UT UOTTTTE TTS - 
pesreape UOTTITM STS SpnToUT a °eS Bes ea 


o°Sh 2° LET 
o°ns 0°OET 
?) a 
“Oo 0 
0 0 
0 ° 
0 0 
0 0 
0 0 


: epe,ver, sayy spueZ2 atTyyoede soy STQey 
eTqR, [ Xouuy uy esed ot} st ee Sepenr ATTeN{oe wey sawed Teos;T Ot} UT ue 


S°Let 0°68 9°ONT 
— -$°0eTt e°tet g°OT 
s° : 2. £2T aces 
0 2°0 2°0 
) o°T o°T 
9°lz 9°¢€2 
: 0 0°62 0°62 
a) 2°St ) 
) 0°0S ) 


eu Uy symere oyypoeds jo sret USTEnTOuy Si 


JF OU USMMZeq SoUSTSZTEP SUL FELON 


S1USI [Te “THIOL 


TRO] 
Pry poog “umpSteg °S 
_ - pry poog feouery 


(setts AZBUM TOS 1670 


( wesfoxg gio sn OE 


Syuezp poogy sn “Tt 


Ory syeowoey 1eMO A 


S-E-CoR- oT 
a he 


Approved For Release 2001/08/21 : CIA-RDP92B01090R000300020034-6 


/ 
Approved For Release 2Q01408/4:1 ie CHA-RDP92B01090R000300020034-6 


Table IA-2s Relative Importance of Grant Aid | 


es FY 1953-5) 
195. FX 1gseS2 FYL_1952-83 (Projected) 
Grant Aid Shipments (@ million) 8/ 148.6 127.5 137020 7500 
Total Availebilities ($ militon) Bf na. 3,828.0 3,520 3,895.00 
Aid as % of Total Avallabilities Ne Be 3.0 309 ° 
Population (millions) S/ 6.5 18.7 16.9 1702 
Distribution of aid per ca 7, ($) 9,0 706 8.2 hol 
Per capita. consumption ($ Noo 112.6 300.5 2128,8 
hid as % of per capita consumption Nec. 647 8.1 Bo? 
Total imports ($ million) 2/ 390.8 35709 408.3 32604 
Aid as % of total imports 38,0 35.6 3302 23.2 
Net balance of trade and services 
($ million) £/ ~ 238.4 = 88,0 = 21700 = &.0 
Aid as % of not balance of trade 
and services ; 62,3 Wh9 63.2 89.2 
Capital goods imports £/ NoBe 92d 120.0 69,0 


Aid as % of capital goods imports Re Ge 138.5 124.3 108.7 


From Table Ta=1. 
Total availabilities (Gross National Product minus net balance of trade 


‘and services). From Annex I table ho 


Bureau of Census estimates. 
From Annex I table ho ; . 

1950-52 imports from Statistics of Foreign Trade of the YFPR; later years 
estimated by FOR, , 
From Annex I, table 6. 


Source for 1951-52 IBRD « Currant Eoonomic Developments and Credit 
Worthiness of Yugoelayia, January 1953; later years estimated by FOA, 


Yip te Nob avallables 
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to Yugoslavia to meet current nesde rather than support long tem projects. 
As a result of this conference the tripartite aid program was initiated 
and agreement was reached on extending aid amounting to a maximum of $225 
miliion for the fiscal year July 1, 1951 to June 30, 1952. Aid amounting 
to $120 million was finally authorized, with the United States furnishing 
65 percent, the United Kingdom 23 percentyand Franee 12 percents 

Table IA=1 shows the amounts of foreign economic aid granted to 
Yugoslavia from the 1950 drought to the present tine, with a projection of 
aid for the fiscal year 1953-54, as well as the actual shipments of aid- 
financed goods in those years. In accordance with the purposes of the 
program, goods purchased with teipartite aid have consisted predominantly 
of raw materials; textile raw miterials have accounted for between 33 and Lo 
percent of the total shipments to date, coke for 10 percent, crude rubber 
and hides combined for q=10 percent. In fiscal year 1952-53, because of. 
the drought energency, large amounts of grain were included in the aids 

Table IA-2 shows the relative quantitative importance of grantoaid 
shipments by comparing them with estimated total Yugoslav availabilities, 
per capita consumption, total imports, the balance of trade and services, 
and capital geode imperts, Although tripartite aid shipments have not 
accounted for mors than 3.9 percent of total availabilities (gross national 
product mime not balance of trade and services), their real eignificance 
becomes evident when it is gion that they equaled a third or more of total 
imports. . 

As compared to the deficit in the net balance ef trade and services, 
they amountsd to between two=>thirde and one and a half times this deficit. 

In detefmining the importance of Western aid te Yugoslavia, account 
must also be taken of loans and credits (see section IC) and military aid 
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(see section IIA), even though the latter dees not enter into commercial 
trade channels, Consideration should also be given to technical assistance 
which is very important qualitatively, although not significant in monetary 
terns. 

Although foreign economic aid has been used to finanse current imports 
and not capital goods importa, it is worth noting that foreign aid shipments 
have been greater than capital goods imports in each year aid has been extended, 
This illustrates the way in which foreign aid, in conjunction with foreign 
leans, has indirectly permitted Yugoslavia to pursue its investment program, 
The relationship appears to be caatias similar betwaen foreign aid shipments 
and the defense share of impcerts, which is estimated by FOA to have been 
roughly 25-30 percent of the total imports in recent years. 

Viewed either from the standpoint of the Yugoslav program alone or from 
comparison with economic aid and its effects on other countries, the non= 
statistical evidences of the importance of tripartite economic aid to 
Yagoslavia are even more impressive than these aggregate relationships would 
indicate, Omitting consideration here of its political effects, the major 
results of aid during the past three years appsar to be fives maintenance 
of defense establishment, avoidance of possible famines resulting from 
droughts, effect on government's agricultural program, facilitation of foreign 
leans and effect on general economic policies of the government ("New Economic 
System"). | 

a. The maintenance of an effective défense establishment as a 
detervent to Soviet Bloc attack was a primary result of tripartite aid. It 
4a not possible to demonstrate statistically the effect which tripartite aid 
has had on Yugoslav defense capabilities, It is clear, howsver, that Tugo- 


silavia was enabled to continue supporting a military establishment which is 
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believed to be among the largest in non-Soviet Europe despite the effects 
of the Coninform break and tro major droughts, ‘The Yugoslav armed forces 
have claimed a larger part of the country’s national product (over 15% from 1952, 
‘$@ 1953) than has been the case in any Western country, not excluding the 
United States. Furthermore, during the period of economic aid the Yugoslav 
econony has been able to undertake the construetion of basic military 
industry for protueing a large part of the materiel necessary to maintain 
ite own forces, Some of these plants are in operation today. | 

b. Another prinary factor related to the granting of economic aid to 
Yugoslavia has been its effectiveness in avoiding famine or near~famine 
conditions as a result of the 1950 and 1952 droughts. Aside from humanitarian 
grounds, it was essential to prevent the economic disorganization and 
political and social unrest which. would have been caused by ‘ forced drastic 
cut in food consumption, It is not possible to assess fully what the effect 
of the 1950 drought might have been had it not been followed by United States 
food aid and tripartite economic aid, It appears, however, that this ald did, 
in fact, provide the gap between possible widespread hunger and the relative 
social and political calm that actually prevailed, The American observers in 
Yugoslavia Jn 1950-51 reported that, to their knowledge, the distribution of 
United States relief was well organized so that not a Single case of 
starvation came to their attention, From the standpoint of economic and 
political stability, the results of the 1952 drought were not quite as serious, 
Food and animal fodder from the previous year's good harvest and supplies of 
consumers’ goods in excess of consumer demand existed in shops and warehouses =— 
both in marked contrast to the circumstances prevailing at the time of the 
1950 dvoughts These features are in themselves evidences of an increase in 
stability, both in economic and in the less assessable political form of 
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stability which differentiated the two periods of drough bo 

@, There is a close connection between economic aid and the govern 
ment’s agricultural policy, but it is not possible to determine positively 
what this policy would have been in the absence of aid, he two droughts 
have brought the oontdnualiy worsening agricultural problem to the forefront 
and the goverment was forced to aake alterations in ites policy of promoting 
oollectives at any cost. Aotually, eoonomic aid might have been ‘anos temawatall 
in permitting the Yugoslav Government to postpone the necessary agricultural 
‘reforms, as the foodstuffs recelved under the aid lessened somewhat the 
dependence of the government on the private sector in agriculture as it could 
feed the cities and continue nomfood imports out of its own resources, On 
the othexs hand, in the absence of food and tripartite aid, the government 
‘might have tried te selve its problem by Sian more severe measures against 
the peasants in ite efforts to control the ceuntry's agricultural supplies. 
On balance, it would seem that the aid: has probably Gelayed the abolishment 
of certain dnipHoanetive collective parees but it has given the government & 
chance to review its agrarian policies, and to make careful. plans for the 
elimination of the inadequacias, 

Although the governzent has been rey Pe for a final selution to its 
‘agricultural problem, no such solution appears in sight as yet and more 
experimentation will undoubtedly take place before the problem is solved. to 
the satisfaction of the government and the peasants (see section TIC). 

d, A significant by-product of the tripartite aid program ae well as 
the three United States credits made available through the Export-Import 
Bank in 1949-50 and the United Kingdom credits in 1950-51 has been the 
‘dnereased willingness of other investors to lend money to Yugoslavia. 


S-B-CReEeT 
Approved For Release 2001/08/21 + CIA-RDP92B01090R000300020034-6 


Approved For Release 2008 86(#-GtX-RDP92B01090R000300020034-6 


The amount of twipartite aid and the funding of the Yugoslav debts 
to the tripartite powers were important considerations in the determina tion 
of the International Bank to extend two loans to Yugoslavia, It may also 
be surmised that Yugoslavia might have found it more difficult to obtain — 
the Chase Bank, Turkish ,and Canadian short-term credits to which it resorted 
in order to obtain grain imports following the 1952 drought if it had not 
been thd recipient of economic aid with which to support the stability of 
its economy. . 

e, Finally, a very intangible result of the economic aid hes been its 
efiect on the general economic policies of the Yugoslav Government. ‘the 
Yugoalavs have argued that the intreduction of the so-called "New Economic 
System" (see Annex III) with its apparent liberalization entitles them to 
a continuation of large-scale sconomic aids they claim that they will not 
be able to proceed with the implementation of the program unless the aid is 
continued, This argument makes two assumptions, Firstly, it assumes that 
in granting economic aid to Yugoslavia, the United States was acting on the 
premise that the Tito Government would gradually evolve into a democratic 
regims, I+ seoms clear that while any real Liberalization in Yugoslavia 
would be very welcome, tho basis for the extension of US aid was to prevent 
the ecbiestion ef Yugoslavia by the Soviet Blos, Secondly, while eeedonia 
aid has undoubtedly aesisted in the implementation of the "New Economic 
System® by assuring the government of relative economic stability in this 
trying period, it was not the primary cause of the change in Yugoslav 
economic policy, It must be remembered that the current trend in Yugoslav 
economic and political thinking had already started before the drought in 
the summer of 1950, 1.6., before tripartite aid was extended. (See Annex. III.) 
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The basie cause for the introduction of the "New Economic System" was the 
realization on the part of Yugoslav leaders that the existing Soviet«style 
system had not proved successful and that some substitute had to be found. 
The propaganda valve of the "liveralizing” features of the system was a 
useful by-product. As in the case of the agrarian policies discussed 
above, it is difficult to determine what course the Yugoslav Government 
would have followed in the absence of economic aid, tat the possibility 
cannot be excluded that it might have been forced to make more significant 
concessions to the population to stimulate production. 
2. Euture Aid Levels 

a. Discussions on the level of economic aid to be extended to 
Yugoslavia during fiseal year 1953-54 began in Belgrade at the third 
tripartite conference, which completed its study of the Yugoslav require- 
ments at the beginning of April 1953. This group estimated that Yugoslavia's 
balance of payments would require extornal financing of $89 million in 
order to support the economy at a. level of consumption consistent with the 
economic-military objectives of the assistance program. 

In the conference's view, this deficit, which was $8 million 
velow Yugoslav eatimates, should be fvaneed by grant assistance of 
41h million from the British and French Governments and $75 million 
from the United States. Upon review, however, it was decided that the 
United States share was about $30 million above the level of assistance 
which the United Statxs Government considered necessary and was willing 
to provide. However, in June 1953 aid amounting to $15 million was 
advanced to Yugoslavia in addition to the fiscal year 1952053 allotment, 
and furthermore the cutgolng ipalins on June 30, 1952, turned out to be 
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larger than envisaged earlier. The utilization of the $15 million 
and the drawing down of the pipeline 4n fiscal year 1953-54 will boost 
‘the available aid to an amount approaching the original estimate of 
$89 million. 

b. There is, as yet, no clearcut decision on the granting of economic 
aid to Yugoslavia after fiscal year 1953—54, At the present juncture, 
4t appears that economic grant aid by United Kingdom and France will 
not continue efter fiscel year 1953-54, the year in which the three 
governments originally estimated that a viable Yugoslav economy would 
be achieved. On the other hand, the United States has some very 
tentative long-range plans which provide for the contimmance of grant 
assistance to Yugoslavia at a greatly reduced level for one or two 
years beyond fiscal year 1953-54. In addition to this, there will be 
continuing grants for military aid and probably for technical assistance 


as well. 
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SECURITY INFORMATION 

B, Foreign Indebtedness and Servic Burden 

the aeamisice of servicing Yugoslavia's total foreiga indebtedness of 
almost $00 million (as of July 1, 1953) represents a serious obstacle to 
the balancing of Yugoslavia‘’s foreign economic transactions in the near 
futere, The planned reduction in foreign economic aid, colneiding with the 
peak demands for principal repayments on this debt, according to present 
contractual arrangements, places heavy demands on the Yugoslav economy in 
the next three years. 

1. ‘The Composition of Foreign Debt 

The total of Yugoslav foreign indebtedness is estimated at $395 million 
(excluding the prewar public debts!) as of July 1, 1953, a $20 million 
increase since January 1, 1953. (Sse Tables IB-1, IB-2, and IB-3,) the 
major part of this, $257 million, consists of Longeand nedium=term credits; 
in addition, there are $21 million short-term credits resulting from the 
1952 drought, $3) million of revolving or secured credits, $40 million of 
‘awlng credits under trade agreements, and $43 million of nationalized property 
debtse 

About two-thirds of the total indebtedness is concentrated snong four 

_ major creditors, the United Kingdom, Western Germany, United States, and 
' the International Bank for Recons true tion and Development, each of whioh 
accounted for more than 15 percent of the total. debt. The other third is 
divided among more than twenty other creditors, sous of whom have extended 
extremely small credits to Yugeslavia, @ofo, the combined credits of Denmark, 
Netherlands, Norway, and Sweden totalled less than $3 million on July 1, 1953. 


SERRE CR PME 


1, No final agreement on the total amount of these debts has yet beon 
reached betreen the Yugoslavs and the creditors. 
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2, ‘The Contraction of the Debt 

The greater part of the nationalized property debt and of the 
revolving or secured credits was contracted before 1950 (seo Table TBs)» 
The contraction of other leans and credits has continued up to the present, 
Fey iy pe by Yugoslavia before 1950, and an average of $h0 million 
each half year thereafter, The greatest nuwaber of credits, involving the 
largest increase in indebtedness (§88 million), were obtained during the 
second half of 1950, following that year's drought, On the other hand, 
‘the smallest increase in this type of indebtedness ($25 million) occurred 
in the first half of 1952, following the good 1952 ‘harveat. 

The loans and credits were secured,in general, for two purposes: 
short-term credits in fiscal years 1950-51 and 1952-53 to finance imports 
af food océasionsd by the droughts in those years, and credits of all types 
(long, medium, short-term, revolving and secured) to finance imports of 
capital goods and raw materials for Yugoslav indanieya The second type 
might be classified under two categories according to the criteria 
established by the International Monetary Funds compensatory financing 
(for the purpose of palancing inbalances in Yugoslevia‘'s foreign economic 

transactions) and nonm-compensatory (independent of the balance of payments 
and genersily limited to specific projects). However, this separation is 
very difficult to perform and is in many cases conceptually inappropriate, 
as it is often impossible to distinguish developmental from balance of 
payments purposesa 

Bo $380 Mi2240n Getting Set by TBRD 

In its October 1951 report on the creditworthiness of Yugoslavia 
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the IBRD estimated that Yugoslav total indebtedness (excluding prewar public 
debts and swing credits) equalled approximately $160 million as of 
_ ‘September 1950, At that time the Bank's management recommended that Yugoslav 
borrowings in the next few years be limited to an additional $200 million, 
thus setting 4 ceiling of $380 million on Yugoslav foreign indebtedness, 
This limit was derived in the following manners it was estimated that 
Tugoslavis would be able to meet debt service payments in all currencies of 
about $30 million annually. ‘This amount could service a total debt of about 
$380 million on # longeterm basis (20-25 year maturity at an average interest 
_ cost of 43%) in addition to sone payment on prewar public debts, 

the ceiling of $380 million has not been reached up to the present time, 
the total outs tanding debt of about $355 million on July 1, 1953 (excluding 
prewar public debts and swing credits) representing the highest peak, It 
should be noted that the Bank's calculation is not realistic in certain 
respects: with normal. agricultural harvests, and a reduction in capital 
imports at the completion of the key investment program Yugoslavs might be 
able to spend ks than $30 million a year on debt servicing, However, 
according to present contrac tual arrangenonts over two-thirds of the Yugoslav 
debt is to be amortized by the end of 1958 and none of the credits, except 
for those from IBRD, have a maturity of more than 10 years, so the assumption 
regarding the 2025 year maturity is not realistic, Furthermore, swing 
credits amounting to about $40 million on July 1, 1953 axe expected te be 
eliminated by the end of 1958, This would necessitate an additional average 
yearly paymont of approximately $10 million, requiring export balances that 
otherwise might be used to service loans and credits. 

ho . Debt Servicing 

While the total amount of external debt is within Yugoslav capabilities 
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to service ac determined by the IBRD, much of it is short.and mediun -term 
debt which requires substantial principal repayments in the next ‘three years. 
During fiscal yor 1953-5h, 1954-55 and 1955-56 contractual ‘repaymenta 
amount to $178 / rrpeee even if repayments on the energency wheat credits 
resulting from the 1952 drought are excluded, there still remains aicat $160 
‘willion or an average of $63 million a year to repay unless some debts are 
funded, (See Table IB=5.) 

During the same period, contractual interest ayant will amount to 
about $27 million, Thus a total of about $62 million a year (excluding wheat 
credits) is to be paid in the next three years, or twice the amount estimated 
by the International Bank as within Yugoslavia's capacity to service, To 
this must still be added an estimated average of $11 million a year for 
expected sewing reductions in this period, However, if no new loans were 

obtained, the contractual debt repayments would taper off sharply after the 
next three years, with only $21 million remaining to be repaid in calendar 
year 1957 and $17 million in calendar year 1958, plus $8 million in 1957 and 
$7 mill4on in 1958 for interest charges (see Annex I, Table 2). This is, 

of course, only hypothetical, as it ie likely that Yugoslavia will secure 
new loans and that some of the existing loans would be fumied, thus ee 
the debteservicing charges in the later years, | 

In the past, Yugoslavia hae always received more in new loans in any 
one year than she needed to service existing leans during that period, the 
only exception being the fiscal ynar 1951-52 when a good harvest permitted 

a slight reduction in the total outstanding debt, In addition, in each year 
Yugoslavia was the recipient of foreign aid in an amount considerably greater 
than contractual debt servicing. This is not to say that tripartite aid was 
granted to Yugoslavia for the purpose of servicing ite foreign debt, but the 
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TABLE IB-5 


Total Yugoslav Contractual Debt Servicing, 


January 1951-July 1956 


(In millions of US dollars) 


FY FE FY FY FY 
195. 4g951/s2 1952/53 1953/5h  ugsh/ss 1955/56 


Principal Repayments 26,61 


Swing Reduction 23465 
Subtotal 50,26 
Interest Payments 4o26 


Total Debt Servicing 54.52 


af Estimated 


Sources Annex I, Table 2 


40095 30000. 64.60 = Tah «= 4232 
26.08 12,8 9502 12.62 a/ 12,007 
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receipt of aid did facilitate the meeting of foreign debt obligations, in 
the future, with gradual elimination of foreign economic aid, Yugoslavia 
will have to meet these commitments out of her own resources, 


50 
Yugoslavia has been able to negotiate pos tponenents of debteservice 


Possibilities of Postponing Repayments 


payments in the case of three minor debte, Payments on the Swedish 
nationalized property debt due at the end of 1952 and the middle of 1953 
‘were postponed for one year; the $6 million Swies equipment credit, 
originally due September 30, 1953, has been rescheduled with repayments now 
consisting of 10 semi-annual installments beginning on May 31, 195h3 
approximately $4.8 million of repayments on the French military credit due 
in the period April 1953 to October 195) have ee deferred until the gsentca 
April 1956 to Octeber 1957. 

Although these postponements have been of some help in improving 
Yugoslavia's foreign financial situation, no real amelioration of the problem 
of debt servicing during the next few years can be achieved without thoroughe 
going adjustments in the West German and United Kingdem loans, gach of which 
ceounte for about 17 percent of the total cutstanding Yugoslav foreign | 
indebtedness, According to present contractval arrangements, Germany is to 
receive $45 million over the next three years (not including swing reductions) 
and the United Kingdom $39 million (not including nationalized property 
repayments), Since the total amount of scheduled repayments on loans and 
credits in those years amounts to $162 million, West Germany and the United 
Kingdom together account for over 50 percent of the total, The other two 


major creditors, the United States and the IBRD, account for approximately 
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the same proportion of present Yugoslav indebtedness es Vest Germany and 
the United Kingdom, However, the terms of these loans are relatively long 
_ and only $6.5 million must be repaid on them during the next three years, 
so they create no problem within the present context, 

The United Kingdom ‘has recently made an offer to Yugoslavia to ease 
somewhat the dsbt servicing burden, The United Kingdom Government agrees 
that if the Yugoslava pay off the revolving credits granted by the Midland 
and “estminister Banka when they fall due in fiscal year 1953-5), the 
United Kingdom Government will raise the ceiling of guarantees direct to 
exporters by an equivalent amount and will accept postponement of the 
$2.8 million repayment on the 8 million pound credit, due on June 30, 195k, 
until 1956, The United Kingdom Government is also prepared to postpone 
repayments on the 8,3,2, and million peund medium torn loans if the 
Yugoslavs axe able to obtain roughly equivelent concessions from ‘other 
creditors, the most importent of which is West Germeny, ‘Thus, the 
negotiations with Germany assume even greater impor tances not only do 
present schedules provide for greater repayments to Germany than any other 
cxediter, but the United Kingdom and other creditors are not willing to 
agree to any fundamental change in repayment terms unless Germany revises 
ite schedules first, . 

The basic problem in the Yugoslav-German debt negotiations is the need 
to postpone payments on the medium-term debt ($hlol million outstanding as 
of duly 1, 1953) and arrange suitable Fepayment terms for an additional 
$216 million to pay for equipment recently ordered from Germany, ‘These 
negotiations have been drawn out and complicated and no solution appeared 
possible until the German political situation becams more settled, ‘he 
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possibilities for successful conclusion of these negotiations increased 
greatly with Chancellor Adenauverts victory at the polls in September 
1953. The German Government has repeatedly assured the United States 
Government that it vould de everything possible to come to some aatise 
eta agreement with Yugoslavia, but German Goverment agencies have 
heretofore been wiwilling or unable to arrange for the funding of the 
debt and referred the Yugoslavs te a private German Bank, the Rheinische 
Girozentrale in Dusseldorf in the summer of 1953. ‘The arrangements 
with this bank would have been satisfactory exensk for an interest rate 
of 8 percent and a fee of 2 percent, which the bank demarided and the 
Yugoslavs considered too high. . 

In view of Germany's interest in Yugoslavia as a market for its 
products and the assurances by the German Government, it appears likely 
that some arrangement would be reached postponing debt repayments. This 
would remove one of the obstacles in the way of agreements with other 
creditors and would be the first step toward adjusting debt servicing 
charges to Yugoslavia's ability to pay in the near future. 

6. The Problem of Future Debt Contractions 

All the debt tables and the discussions up te the present time 
have been based on the assumption that no new credits would be negoe 
tiated by the Yuroslav Government. Obviously, this is not a realistic 
assumption, and it is necossary to consider the effects of new loan 
contractions. 

There are three factors inhibiting further loan contractions by 


Yugoslavia, The first and most important is the realization by the 


- 23 
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Yugoslav Govermment that any new loans would increase the already great 
burden of debt repayments. The goverment has own that it is aware of 
this danger by its regulations controlling the expansion of foreign 
borrowing by incustrial and business enterprises. On the other hand, 
the desire of the Yugoslav leaders to 4ndustrialize the country further, 
as exemplified by recent mention of "new" key projects when the present 
ones are completed, provides a prime motive for increased foreign 
borrowing. 

The second factor is the commitment by Yugoslavia under its loan 
agreements with the International Bank for Reconstruction and Develop- 
ment to "notify the Bank promptly of the particular proposal (to incur 
any additional external debt) and, before the proposed action is. taken, 
shall afford to the Bank all opportunity which is roasonably practicable 
in the circumstances to exchenge views with the borrower with respect 
thereto. » « « There are two explicit end one implicit Limitations on 
this requirement. The Yugoslav Government does riot have to consult the 
Bank if the additional debt results from the utilization of en existing 
eredit or if it is a short-term obligation under which repayment is te 
be completed within one years The implicit limitation is the. exemption 
from this requirement of a "reasonable" amount of compensation debt, 
de@e, debts which are to be repaid fully by exports out of the increased 
production of a specific commodity or commodities resulting directly 
from the loan. | 

The comnituent to consult. thé Bank is, of course, tied closely te 


the 33CO million debt ceiling discussed above. Since the ceiling has 
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not been reached and the total outstanding debt decreases gradually as 
principal, repayments esa affected, it would be possible for Yugoslavia 
to incur considerable new obligations without exceeding the $380 million 
ceiling. | | 

The third factor is the commitment by Yugoslavia under the Exchange 
of Notes of Octeber 11, 1952,0n the subject of tripartite aid, to 
exchange views" with the United States, United Kingdom, and France when~ 
ever new loans outside the International Bank are contemplated. This — 
requirement has not been strictly enforced in the past, and it appears 
now that in order to satisfy it Yugoslavia merely needs to report 
quarterly to the tripartite powers the status of unpaid balances of 
4nvestment and commercial debts by goverrmental units and enterprises, 
rather than being forced to consult prior to conclusion of contracts. 

‘Despite these three factors, it appears likely that Yugoslavia 
will attempt to secure further credits from foreign govermments and 
non-governmental units. (See Section I1+De) * An example is the attempt 
to add 316 millien to the existing medium-term debt to Germany and fund 
the combination of the two. This additional $16 million is to cover 
tha cost of new equipment recently ordered from Germany, allegedly for - 
"key projects." According to the staff of the International Bank, many 
of the projects expected to receive this equipment are not of high . 
priority and could easily have been postponed, but the Yugoslav Govern= 
mant continued to insist that all this equipment is essentials 

It ig not possible te estimate the amount of this additional ine 
debtedness as this will depend on many factors, such as, the government's 


decision on the investment program, the military preparecness prograt 
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end the level of private consumption, the ability to §fnerease agricul~ 
tural and other exports, and the success in postponing debt service 
charges falling due in the near futures 

Obvieusly, the burden imposed by new debts depends on the purpose 
for which they are obtained and their repayment terms, 1.@0, the period 
when principal repayments must be made and the interest charges that 
ae acreed upon rather than the total amount of the new debt. It is 
even conceivable, theoretically, that a new longer-term debt could 
reduces the short-term debt servicing burden if the proceeds were used 
to repay existing loans, thus, in effect funding then. However, future 
dnereases in the Yugoslav foreign indebtedness are likely to result from 
loans for investment purposes or short-term emergency credits, and not 


loans for funding purposes. 
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C. The Basic Task of Adjustment in Aggregate Terms 


A brief review, in aggregate terms, of some of the factors involved 
in Yugoslavia's postwar economic situation is necessary to express the 
scope of the problem of adjustment to a reduction and eventual with- 
drawal of fereign economic aid and an increased debt service burden. In 
thie discussion, emphasis will be placed on the formation and distribue 
tion of the gross national product (cNP) and the fluctuations of the 
various elements of the balance of payments « 

Lo Formation and Distribution of CNP in Postwar, Period 

The contributions te the Yugoslav GNP by sectors of the economy . 
and the growth of the GNP in postwar years are both presented in Table 
TCel, ‘The figures on GNP are subject to errors due to varietions in 
‘price, clasaification, etco, but it is atid possible to draw general 
conclusions from them, especially when supported by other data. 

The Yugoslav GNP rose sharply from 19h7 to 1949, decreased in 1950 
due to the fall in agricultural production as a result of the drourht, 
and then rose to about the 199 level. The figures for 1981 and 1952 
were calculated from the plans of those years; the 1951 pian was generally 
fulfilled, but in 1952 the poe serious drousht in three years caused 
a serious underfulfillment of the plan, and it is estimated that GNP in 
1952 was only about 90 percent of the 1951 level (see Annex I, Table )). 
It is expected that in 1953 GNP would again reach the 1951 level and 
possibly exceed it by a small amounte 
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As shown in Table IC-1, industry's share of GNP rese sharply from 
1947 to 1919 and then leveled off at around 4S percent of GNP; this same 
_ conclusion is indicated by a study of data on production of selected 
industrial commodities in Table IC-2 | IC#3, and Annex I, Tablé 5. 

Agriculture's share has been consistently about one=third of the 
total, except in times of drought when it fell to only about one-fourth 
of GNP. Table [Cel presents data on Yugoslav grain production, which 
constitutes the most Important sector of Yugoslav agriculture. The 
contribution to GNP of services has fluctuated between 20 and 30 percent 
of the total during this period. 

Unfortunately, no comparable data are available for the distribution 
of GNP in the postwar years. The only data available were calculated 
according to the Marxist concept of national income, which excludes many 
so-called "noneproductive services." However, the souree (Report by 
Paul Go. Hermberg) that provided the data on the formation of GNP also 
calculated the distribution of total availabilities (GNP minus net 
balance of trade and services) according to the 1952 plan, and FOA has 
made rough estimates of the distribution in fiseal years 1952/53 and 
1953/S) (see ence I, Table 4). According to the 1952 plan, personal 
consumption accounted for about one-half of total availabilities, which 
appeared to be its approximate proportion during the whole postwar 
_ pexleds gross pyblie and private investment accounted for about one-fourth 
of total availabilities; defense expenditures accounted for about one= 


sixth and other goverrment expenditures for the remainder, Wo major 


= 28 «a 
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Table IC-l: Formation of GNP 197-1952 


1h7 198  Ishe 
Industry2/ 37% hO% 45% 
Agriculturel/ Bhs 33% 32% 
Services’/ 29% 27% 23% 
oNP 300 100 100 
GNP (1947 = 100) 100 130 151. 


Bo 
Do 
Co 
de 


So 


Source 3 


Includes mining, construction, and handicrafts. 
Includes forestry. 


1950 


6% 

267 

28% 
100 


137 


19519/ 


3% 

31% 

26% 
100 
1,8 


Includes all services, those producing goods and those not 
producing goods according to Yugoslav terminology. . 
Baged on pln data, it probably approximates actual figures, 


as 1951 plan was substantially fulfilled. 


Based on plan data. It does not represent actual figures, as 
it is known that 1952 GNP was only about 90% of 1951 level 


due to drought. 


29 6 


Report by Paul G. Hermberg, September 16, 1952, to FOA. 
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fable IC-ks Production of Grains 


(In 000's of metric tons) 


1935=39 ° 

Average 1950 1951 1952 1953 
Corn beh69 2,08) 14033 1,70 4,0332/ 
Rye 216 219 2z7 225 3oah/ 
Parley 4os 266 358 257° 3700/ 


Ro Yugoslav inesaats Embassy Belgrade estimate is hi, Sie LONG 
bo Rough estimates by Embassy Belgrade 


Sourees: 193 39 average - NIS 21-60, po 3, CONFINENTIAL; 1950 and 
1936 D=377 Belgrade, November 18, 1952, CONFIDENTIAL, 
SECURITY INFORMATIONy 1952 and 1953 = D-59 Belgrade, 
July 20, 1953, UNCLASSIFIED and D-185, Folgrade, August 25, 
1953, RESTRICTED. 
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changes in the distribution of Yugoslav GNP are expected in the near 
future. In fiseal year 1953/5h, on the basis of very rough calcula~ 
tions, personal consumption is expected to be a slightly higher propor- 

tion of total availabilities than in 1951/52, investments about the same, 
| and defense and other governmental expenditures slightly lower. 

The above data bring out very clearly three of the problems that 
are faced by the Yugoslav economy. Annual personal consumpti on in Yuro- 
slavia is only slightly higher than 3100 per capita, which is one of the 
lowest in all of Furope (see Section II-B). This condition is the result 
of the low level of Yugoslav GNP as compared to other European countries 
and the relatively amall propertion of it devoted to personal consumption. 
If production is to increase, more incentives must be given to the workers 
either by raising the tetal product or by increasing the share of personal 
consumption or both. Closely connected to this are the other two problens, 
the share of total availabilities claimed by defense and by investment. 
The approximately 16 percent of total availabilities spent on ‘the acmed 
forces must be considered as a complete loss in strictly economic terms 
as it does nothing to increase production. The allccation of about one= 
fourth of total availabilities to investment cannot be placed in the 
seme category asit does lead to greater productions The difficulty has 
been that despite the creat investment, no corresponding increase in 
production has occurred ag yet. As incicated in Section TI~D, this is 
due to the construction of a large number of projects, many of which 
have not yet entered production during the period under discussion. A 


further important reason for the lag in industrial production since 19119 
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has been the sericus balance of payments position of Yugoslavia, which 
made 4% difficult to import sufficient raw materials for Yugoslav 
industry: 

2. Fluctuations inthe Balance of Payments 

There is a close interrelationship between the internal economic 

situation and Yugoslav foreipn economic relations. As indicated above» 
the balance of payment problem prevented sufficient 4mports of raw 
materials for incustry. At the same time, the lag in industrial pro- 
duction made 4t difficult to increase exports of industrial products, oe 
by not making available adequate consumers’ goods supplies as incentives 
for the peasants was one of the contributing éaused of the lag in agri-~ 
cultural export avai labili ties. The lack of exportable suppliss and the 
difficulty in developing foreign markets hindered the increase in Yugoslav 
exports while the needs of the investment program, the military estab= 
lishment and incuatry kept imports at levels considerably higher than 
exports. (See Annex T, Tables 7, &, 9, 10, U1, 12, and 13 for 
statistical data on Yugoslav foreign trade.) . 

Table IC-5 gunmarizes the Yugoslav balance of payments posi tion 
jn the postwar period, and indicates the great fluctuations that occurred 
4n the key item, the "net balance of trade and services." ‘This item 
reflects the effects of various Yugoslav domestic policies, of the 
vagaries of weather, and ineffective government policies in regard to 
foreign trade. The most noticeable fact, 48 that this item has a 
negative during the whole postwar period, indicating an exct sof 


imports over exports in every one ef the years. *" 4s should be compared 
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to the prewar years when this item was usually positive with experts and 
receipts on services exceeding 4mports by an average of about #20 million. 

A.study of the table shows that the largest deficits in the net 
balance of trade and services occurred in 196, when postwar reconstruction 

‘was in full swing, in 1951 and fiscal year 1952/53, both years following 
a bad harvest; The size of the deficit also depended.on the amount of 
‘foreign aid extended to Yugoslavia, as this eid enabled the Yugoslavs to 
import large quantities of goods without having to pay for them by their 
own exports. 

A deficit in the balance of trade and services could not take place 
unless the imports were paid for in some manner, either by exports, aid, 
loans, or the drawing dow of foreign exchange or gold holdings. Table 
IC~5 and Annex I, Table 6 show to what extent each of these means were 
employed to cover the deficit. Foreign economic aid was the most in- 
portant balancing item in 1946, 1917, 1951, end later years, while the 
net capital balance was the most Important in 198, 199, and 1950, i.eus 
after UN®RA relief stopped and before tripartite aid began. Foreign 
exchange and gold reserves were drawn down substantially in 197, 1949, 
and in fiscal year 1952/53 but were somewhat built up in 1950 and fiscal 
yeer 1951/52. Fiscal year 1951/52 presents a very interesting case 
where a combination of an excellent harvest, a large anount of foreign 
aid, and some new loans enabled Yugoslavia to make substantial payments 
on existing ‘loans, build up foreign exchange and gold. reserves and still 
cover a deficit in the balance of trade and services. This is a unique 


case, however, as in every other year the utili gation of new loans 


- %o~ 
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exceeded repayment of existing ones (see Section I-B above). 

In balance of payment terms, the basic task facing Yugoslavia is 
to change the deficit in the balance of trade and services te a positive 
balance, as in the prewar period, by increasing exports and preorre 
receipts and/or decreasing imports in order to service axistine debts, 
a8 well as to brdld up foreign exchange and gold reserves or, at least, 

- avoid depleting them further. All this must presumably be done without 
having to depend on foreign aid. 

Sections II and III deal with the various factors involved in solving 
the Yugoslav foreign economic problems. Section IT ‘discusses the sectors 
of the scaney that would be affected by a withdrawal of economic aid, 
while Section ITI deals with government policies in selected fields and 
their effect on Yugoslavia's ability to cope with the problem. In Section 
TV an attempt will be made to draw some conclusions regarding the possi= 
bility of Yugoslavia's becoming independent of foreign economic aid in 
the near future and the changes that would have ‘6 take place in the 


Yugoslav economy to make it possible. 
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ANNEX IeeTable b 


Yugoslavia: Internal Accounts 
(In thousands of US dollars) 


Fr 1951/52 af FY 1952/33 of FY 1993/5L 9/ 
Ae National Accounts : 
{, Gross National Product 
(at market prices) 35730 39305: 3,810 © 
a. Index of GNP per man year 
(1953/52 s 100) . 
(1 + 8a + Base Year) 100.0 . 89.6 101.0 


2, Net balence of trade and 
services in ell currencies b/ @88 #219 85 
3, Total availabilities 
(1 © 2) or (h #5 # 6) 3,818 3,52h 3,895 
lo Personal Consumption 1,880 1,698 2,0)3 
‘@o AB % of total aveilebilities h9o2 Slob 52.5 
bo Per capita consumption . . 
{dollars ) 122.6 100.5 218.8 
co Index of per capita 
consumption (1951/52 2 100) - . 400.0 . 8903 10505 
8, Public and Private Investment 
(Gross) 906 81,0 92 . 
a, As % of total availabilities 2307 25oh 2he2 
6. Total Governnent Services 1,032 986 910 
&. Nonedefense 408 386 310 
bo Defense 62h, 600 600 
(1) As % of total availabilities 16.3 170 15.4 
Be Population and Employment 
yi Population (as = = of 
figcel year) (millions) 1607 1609 1702 
8 Civilian Labor Force (millions) 902 902 God» 
Bo Employed ; 902 Gol 963 
bo Unemployed oo Oo1 =e 
(1) As % of civilian labor force oe 1.1 ae 


Sources Foreign Operations Administration 

af GHP and its components were estimated on basis of calendar year Social Plane: 
FY 1953/52 on basis of 1952 Social Plan, FY 1952/53 on basis of 1953 Social Plan, 
1953/5, FOA estimates 


b/ Net balance for trade and gervices is on fiscal year basis. 
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